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Abstract. This paper studies the influence of industry and regional factors on new firm formation in 
Uruguay, in a context of economic growth following a deep crisis (2001-2002). Drawing upon concepts 
well established in industrial organization and regional economics literature, we tested empirically the 
influence of industry and regional factors on entry rates during 2004 and 2005, considering formal 
entries, in manufacturing and services industries, including non employee firms. Our main findings 
show that, in the context of a post-crisis recovery, entrepreneurship in Uruguay seems to be mostly 
driven by necessity, at least in service industries. Higher stocks of human capital and higher employ-
ment demand, seem to influence negatively the decision of creating a new venture. This seems to be 
mitigated in sectors with higher operational margins or lower mes, where it is easier for new firms to 
venture. We also found that the density of the entrepreneurial fabric in a region has a positive and 
significant effect on entry, which seems particularly relevant in contexts of weak business services. In 
general, our findings hold better for service industries.
Keywords: new firms, start-ups, industries, regions, externalities.
Resumen. Este artículo analiza la asociación de factores sectoriales y regionales con la creación 
de empresas en Uruguay, en un contexto de crecimiento económico posterior a una crisis profunda 
(2001-2002). A partir de conceptos propios de la literatura de organización industrial y de economía 
regional, hemos estudiado empíricamente la asociación de dichos factores con las tasas de entrada de 
nuevas empresas durante 2004 y 2005, considerando empresas formales, manufactureras y de servicios, 
incluidas las unipersonales. Los resultados muestran que, en el contexto de la recuperación poscrisis, 
la actividad emprendedora en Uruguay parece estar impulsada mayormente por necesidad, al menos 
en los sectores de servicios. Mayores niveles de capital humano y mayor demanda de empleo parecen 
estar negativamente relacionadas con la decisión de crear una nueva empresa. Esto parece mitigado en 
sectores con altos márgenes de operación o menos escala mínima eficiente, en los que es más fácil entrar 
nuevas firmas. También encontramos que la densidad del tejido empresarial en una región está positiva 
y significativamente relacionada con la entrada, lo que parece particularmente relevante en contextos 
en los que la infraestructura de servicios empresariales es débil, lo que es característico de economías 
en desarrollo como Uruguay. En general, nuestros resultados son más firmes para sectores de servicios.
Palabras clave: nuevas empresas, start-ups, sectores, regiones, externalidades.
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1. Introduction
Entry of new firms is a topic that has been wide-
ly studied in entrepreneurship literature. Back in 
1995, Geroski was able to identify some ‘stylized 
facts’ about entry, being one of them that entry 
of new firms is something very common, and 
that many firms enter different markets every 
year. We know, also, that entry rates are posi-
tively correlated to exit rates, generating strong 
market dynamism and turbulence. In different 
countries, entry rates are in the range of 10% 
to 15% of the stock of incumbent firms and, in 
some cases (of countries and industries) this 
rate is even higher. For Uruguay, figures show 
that new firms formally created during 2004 
were almost 18% of the stock of incumbent 
firms at the beginning of the year.
In spite of the fact that entry of new firms 
is something very common, the development 
of entrepreneurship as a field of research has 
raised particular interest quite recently. Be it be-
cause of the importance of Small and Medium 
Enterprises (Smes) in employment generation 
in developed countries, or because some em-
pirical research has found a clear link between 
entrepreneurship and economic growth, the 
fact is that entrepreneurship is currently a fast 
growing field of research. There is an agreement 
about its positive effect on economic develop-
ment, serving as a vehicle for both knowledge 
transmission and knowledge spillovers (Acs 
et al, 2009; Stam, 2008; Audretsch and Thurik, 
2004; Carree and Thurik, 2006; Acs et al, 2007; 
Wennekers and Thurik, 1999). Though with 
some exceptions (Anyadike-Danes et al, 2011), 
this positive relationship between entrepre-
neurship and economic growth appears to 
hold for different countries in Europe and North 
America (Audretsch, 2002).
In this sense, the link between entrepre-
neurship and economic growth highlights the 
relevance of this field of research for developing 
countries and, in particular, for Latin America. 
Nevertheless, the state of research in this field 
for this region is still very modest. Among other 
reasons, this is partly due to the statistical data 
void that exists in regard to the Latin-American 
situation, which makes it very difficult to con-
duct a thorough analysis. In what comes to the 
Uruguayan specific case, it has been a neglected 
area of research, in spite of the fact that new firm 
formation is an important issue for economic 
growth, and that entry rates in Uruguay (includ-
ing non employee firms) seem to be quite high.
This paper intends to help to bridge this gap, 
focusing on the influence of some environmen-
tal factors on the process of new firm formation, 
and contributing this way to better decision 
making by either private and public actors. Its 
main objective is to find out how some industry 
and regional factors influence – either positively 
or negatively – the creation of new firms, in the 
context of an expansive economic cycle follow-
ing a deep economic crisis. Our main findings 
show that, in the context of the recovery after 
de 2001-2002 crisis, entrepreneurship in Uru-
guay seem to be driven by necessity, at least in 
service industries. Higher stock of human capi-
tal and higher employment demand, seems to 
influence negatively the decision of creating a 
new venture. This is mitigated in sectors with ex-
pected higher profits or with lower meS, where it 
is easier for new firms to venture. We also found 
that the density of the entrepreneurial fabric 
in a region has a positive and significant effect 
on entry, which seems particularly relevant in 
contexts of weak infrastructure of business ser-
vices, characteristic of developing economies, 
including Uruguay. We hope that, being one of 
the few studies on entrepreneurial activity in 
Uruguay, this paper would encourage further 
research in this area.
The study is organized in five sections. After 
this introduction, we address in Section 2 the 
conceptual framework, based on the main 
relevant literature. The third section discusses 
the data and methodology for the empirical 
analysis, which results are presented in the 
fourth section. Finally, we summarize our main 
findings and their implications.
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2. Industry and regional factors 
associated to new firm formation
New theories of industry evolution associate 
entry to the existence of gaps among the as-
sessments that different agents make of the 
economic value of starting a new firm based 
on the available information (Audretsch, 1995; 
Audretsch and Mahmood, 1994; Callejón and 
Segarra, 1999). All in all, the entrepreneur 
perceives and takes business opportunities, 
considering in the decision making process a 
distinctive set of industry and regional charac-
teristics (e.g.: Schutjens and Wever, 2000; Peña, 
2004; Fritsch and Falck, 2007).
If this is so, entry patterns may differ accord-
ing to sectorial characteristics, such as expected 
profits, minimum efficient scale (meS) or capital 
intensity of the industry, its technological re-
gime or its product life cycle, just to name a few 
(e.g. Audretsch and Mahmood, 1994; Audrescht, 
1995; Santarelli and Vivarelli, 2006).
Entry rates may also vary across regions. 
There is extensive literature concerned with 
the identification and explanation of regional 
differences among start-ups (e.g. Reynolds 
et al, 1994). In this respect, some significant 
variables that have been considered are: un-
employment, population density and growth, 
changes in industry structure, income level 
and human capital growth, and availability of 
funding, among others (Reynolds et al, 1994; 
Armington and Acs, 2002; Tödtling and Wan-
zenböck, 2003).
Some research stresses the relevance of 
external economies to explain entry patterns of 
new firms in different regions. There is still no 
consensus about the effects of spatial concen-
tration – both in terms of specialization and/or 
diversity – on the creation and performance of 
new firms. Evidence has been found on the posi-
tive effects of specialization, of diversity, and 
even of the co-existence of both (e.g. Arming-
ton and Acs, 2002; Callejón, 2003a; Audretsch 
and Keilbach, 2004; Lee et al, 2004; Van Oort and 
Stam, 2005; Costa Campi et al, 2004).
2.1. Industry Specific Factors
The traditional, equilibrium-based view of 
the industrial organization (IO) theory is that 
new firms enter the market whenever the 
incumbents earn supranormal profits – that 
is higher profits to those expected in the long 
run. By expanding total industry supply, entry 
depresses prices and restores profits to their 
long-run equilibrium level. Thus, entry serves as 
a mechanism to discipline incumbent firms and 
restores long run equilibrium profits. Though 
intuitive and theoretically sound, this approach, 
presented in several studies (e.g.: Audretsch, 
1995; Geroski, 1995; Audretsch and Mahmood, 
1994; Callejón and Segarra, 1999), has shown 
limited capacity to support empirical evidence 
(Callejón and Segarra, 1999).
New theories of industry evolution – dy-
namic theories – develop and evaluate alterna-
tive characterizations of entry based on other 
factors, considering the individual as the main 
actor in the process of entrepreneurship. Indi-
viduals are agents confronted with information, 
who decide whether and how to act upon that 
information (Audretsch, 1995; Audretsch and 
Mahmood, 1994).
Either from the traditional industrial orga-
nization approach, or from the more dynamic 
one centered on the decision making process 
of an individual entrepreneur, expected profits 
are key incentives to entry. If we follow the 
traditional view of industrial organization, new 
entries should be expected when incumbents 
of any sector earn profits above long-run 
equilibrium levels. Walking away from this tra-
ditional view, the dynamic approach associates 
entry to the personal assessment that agents 
make of the expected value of a venture (Calle-
jón and Segarra, 1999). If the expected value 
of a business opportunity is associated to the 
profits earned by the incumbents, the higher 
the average profits in a sector, the higher the 
value the entrepreneur would expect to obtain 
from a business opportunity. Thus, entry rates 
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would be associated to higher levels of profits 
in an industry.1
Expected profit is not the only sectorial fac-
tor influencing entry. New firm formation, for 
instance, is influenced by the technological re-
gime of the industry (Audretsch and Mahmood, 
1994; Audretsch, 1995; Audretsch et al, 2000). 
In the industrial organization theory, this is 
connected, among other things, to scale econo-
mies: when the new venture is not going to be 
able to reach the industry's Minimum Efficient 
Scale (meS) – at least in the short run –, it would 
enter the market facing a cost disadvantage 
that the entrepreneur may anticipate as diffi-
cult to overcome. This lowers the net potential 
business value perceived by the entrepreneur. 
Something similar occurs with the capital inten-
sity of the industry: higher capital requirements 
are associated with higher costs of initiating a 
venture (translated into both entry and exit 
barriers). If that happens, even where there is 
an idea for a new venture, innovations would 
tend to occur inside the larger incumbent orga-
nizations (intrapreneurship). In what comes to 
both scale economies and capital requirements, 
some previous studies have reached mostly 
inconclusive and ambiguous results (Audretsch, 
2002; Geroski, 1995), and some others have 
found the expected negative association with 
entry (Audretsch, 1995; Audretsch and Mah-
mood, 1994; Jung and Peña, 2009).
Competition intensity has to be considered 
to account for market life cycle effects. Indus-
try competition dynamics change over time, 
thus one could expect entry to be related to 
this change. When industries are new, entry 
is high, firms offer many different versions of 
the product, the rate of product innovation 
is high and market shares change rapidly. As 
industries age and set standards, or dominant 
designs for their products, the focus of innova-
tive activity switches from product to process, 
opportunities for scale economies emerge 
in areas such as production and distribution, 
1 See Audretsch (1995) for a review of empirical findings on 
this topic.
price competition becomes more intense and 
a ‘shakeout’ occurs (Klepper, 1996; Baptista and 
Karaöz, 2007). According to this view, on early 
stages of the product life cycle, one should 
expect a higher number of firms in the market, 
especially Smes. As time goes by, collusion in 
the form of mergers and acquisitions would 
lead to an industry more concentrated on a 
smaller number of bigger firms. Then, it can be 
considered that a smaller average size (and, ar-
guably, higher number of firms) in the market, 
is associated to more open competition, lower 
barriers to entry and higher entry rates. When 
the competition dynamics is dominated by 
Smes, the meS is lower, and the entry is easier. 
Fritsch and Falck (2007) argue that the propor-
tion of employment in Smes is also a proxy of 
the sectorial meS, and it is related to the innova-
tion conditions in the industry: entrepreneurial 
regime (if innovation is developed mainly in 
Smes) or routinized regime (if it is developed in 
bigger firms).
Based upon the previous considerations, we 
formulate the following hypothesis:
Hypothesis 1(a): Entry of new firms is posi-
tively associated to the average profit 
level of incumbents in a sector.
Hypothesis 1(b): Sectors with lower meS offer 
a favorable environment for the entry of 
new firms.
2.2. Regional Specific Factors
The analysis of entry patterns in different 
regions has considered the effects – both posi-
tive and negative – of spatial concentration of 
economic activity. The agglomeration econo-
mies – externalities – associated to this spatial 
concentration have been studied in two differ-
ent streams: a) as the potential economic effects 
of agglomeration of similar activities where 
specialization is the key driver (localization 
economies); and b) as the potential economic 
effects of concentration of different activities 
over the same location where diversity is the 
key driver (urbanization economies).
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The first stream approaches spatial concen-
tration effects contending that knowledge is 
mainly industry-specific and, hence, agglom-
eration externalities would emerge when firms 
within the same industry are concentrated in 
a specific location. This line of thought was 
originally developed by Marshall (1920), and 
these are frequently cited as mar externalities 
(for Marshall, Arrow and Romer). Regarding 
entry, the idea is that regional specialization at-
tracts new ventures in the search of knowledge 
spillovers and lower costs. Several studies have 
tested the presence of industry agglomeration 
on new firm formation and survival (e.g.: Van 
Oort and Stam 2005; Acs et al 2007, Jung and 
Peña, 2009).
The second stream stresses external econo-
mies attained across and not within industries. 
According to this approach it is the diversity of 
sectors in a region what induces positive exter-
nalities resulting in higher growth rates, larger 
innovative activity and hence entrepreneurship. 
Several studies (e.g. Jacobs, 1969; Glaeser et al, 
1992) have centered their analysis on growth 
in cities, and have concluded that cities are a 
considerable source of innovation, given the 
diversity of knowledge sources available. From 
this point of view, many ideas developed in one 
industry can also be fruitfully applied in others. 
Frequently, the most important knowledge 
transfers come from outside the core industry 
(e.g.: Jacobs, 1969; Van Oort and Stam, 2005; 
Acs et al, 2007; Lee et al, 2004).
Agglomeration economies (based either 
on specialization or diversity) could generate 
knowledge spillovers and lower costs for new 
firms in a specific region. To this respect, the 
concept of agglomeration economies works 
in a similar way as the concept of economies 
of scale and scope that emerge inside the firm 
(internal economies).
There is still no consensus in the literature 
as of how and to what extent specialization and 
diversification economies affect entrepreneurial 
activity (Reynolds et al, 1994; Tödtling and Wan-
zenböck, 2003). For instance, Armington and 
Acs (2002) found evidence that specialization 
does not lead to technological externalities or 
knowledge spillovers that stimulate growth. 
Callejón (2003a), instead, refers to several em-
pirical analysis that demonstrate how growth 
(in terms of industry employment creation)
is positively linked to the presence of intra-
industrial externalities. Audretsch and Keilbach 
(2004) stress the importance of diversity as a 
contribution of the entrepreneurial capacity 
to the generation of economic results. On the 
same line, Lee et al (2004) have argued that a 
region’s creativity and diversity are connected 
to larger capacity to generate entrepreneurial 
activity. Van Oort and Stam (2005), observe 
that specialization and diversity indicators 
are simultaneously positively associated with 
the performance of IT firms in Holland. Costa 
Campi et al (2004) found on their empirical 
analysis for the Spanish case that specialization 
effects and diversity effects coexist on the same 
localizations.
Apart from externalities, there are several 
other variables considered in the literature to 
account for regional differences in entry rates. 
For instance, different studies stress the rel-
evance of human capital as a key factor explain-
ing the entrepreneurial capacity of a region 
(e.g.: Armington and Acs, 2002; Lee et al, 2004; 
Acs et al, 2007). Human capital favors informa-
tion and knowledge spillovers, improving the 
production function of firms already estab-
lished in the region (Armington and Acs, 2002; 
Lee et al, 2004). On the same line, a region’s 
stock of human capital determines its ability 
to absorb and use new technology (Hoogstra 
van Dijk, 2004). Then, the stock of human capital 
should favor entry in a region.
Income levels in a region have been also 
associated to entry patterns. A positive varia-
tion of regional income could be translated 
into a growth of demand (Sutaria & Hicks, 2004; 
Reynolds et al, 1994). Larger demand makes 
the market more attractive for newcomers and, 
thus, it could be expected an increase in firm 
entry rates. From a different approach, entry 
depends upon a decision made by a potential 
entrepreneur who compares the expected 
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value of his venture with an alternative wage 
income (Audretsch, 1995). From a labor market 
approach, this situation is associated to the 
demand of labor, which should be reflected 
on unemployment rates in the region. Then, 
lower unemployment rates should be associ-
ated with higher wages (higher opportunity 
costs for a potential entrepreneur) and so, with 
lower entry.
Considering the different results yielded by 
previous analyses, and the consequent conclu-
sions drawn from those results, we formulate 
the following hypothesis:
Hypothesis 2(a): Firm entry rates are posi-
tively related to the presence of agglom-
eration economies in a region.
Hypothesis 2(b): Entry rates of new firms 
in a region are positively associated to 
the level of human capital, measured by 
educational levels.
Hypothesis 2(c): Entry rates of new firms in 
a region are positively associated to the 
evolution of income levels and negatively 
associated to employment demand.
Source: Constructed with data of Banco de Previsión Social (BPS).
Table 1. New firms created in Uruguay. Cohorts 2004 and 2005
3. Da ta and methodology
In order to perform the empirical analysis, we 
created a specific database, including the num-
ber of starts-ups in 2004 and 2005 in Uruguay 
by sector and region, and relevant industry 
and regional related data. According to our 
research questions, we tested empirically the 
effect that some industry and regional factors 
may have on new firm formation, in the context 
of an expansive economic cycle that followed a 
deep crisis suffered by the Uruguayan economy 
in 2001-2002.
We have worked with entry rates for 17 
sectors (manufactures and services) and 19 
administrative regions (Departamentos), for two 
cohorts (2004 and 2005). The available informa-
tion determined the number of observations 
we could work with. The source for data on 
startups was the Banco de Previsión Social (bpS), 
public institution responsible for the pension 
and social security system. The source for secto-
rial and regional data is the Instituto Nacional de 
Estadística (ine), which is the Uruguayan office 
for national statistics.
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Table 1 shows the number of registered new 
firms, and the sectorial and regional structure 
of those entries, for 2004 and 2005. It is quite 
clear the concentration of entries in “wholesale 
and retail trade”, and in “real estate, renting and 
business activities” (almost 75% of total entries). 
Montevideo accounts for half of the new firms, 
which is something quite natural given the 
concentration of population and economic 
activity in this region.
We would like to stress two basic character-
istics of the database: a) the startups refer to 
those formally declared to the social security 
system during each year, and b) the number of 
firms and startups report all cases, regardless of 
size, including individual (non employee) firms. 
These two characteristics must be considered 
when performing the analysis and interpreting 
the results. First, in developing economies the 
informal sector represents quite a relevant por-
tion of economic activity, particularly in certain 
sectors (retail, some personal services, etc.). 
These ‘informal’ ventures are not included in 
the analysis, though they could be influencing 
the real industry structure, including prices and 
costs behavior. Second, it was not possible to 
discriminate and exclude non employee firms 
from the database of startups. It should be con-
sidered, then, that these firms could respond 
to an economic logic somehow different to 
that of new ventures born from the decision 
of an entrepreneur who takes advantage of a 
business opportunity (Callejón, 2003b) – maybe 
considering a self-employment logic.
Given the scope of this paper, we ad-
justed an OLS regression with the following 
specification:
entry = c + flX1+ gjX2+ jkX3+ e (1)
where entry is the dependant variable (entry 
rate), X1 is a vector of sectorial variables, X2 is a 
vector of variables that reflect agglomeration 
effects, X3 is a vector of local variables (both 
vectors X2 and X3 account for regional factors). 
We ran the model separately for services and 
manufacturing industries, corresponding to 
entries in cohorts of 2004 and 2005, since we 
expect these two types of groups to behave 
differently.
3.1. Dependent variable
Entry rates have been usually considered nor-
malizing the number of new firms by the num-
ber of incumbent firms (ecological approach), 
the number of workers (labor market approach), 
or the population in the region (Arauzo, 2002). 
In our study, we considered the entry rate based 
on the labor market approach, based on two 
main reasons: (a) availability of more complete 
and trustworthy data, and (b) the fact that new 
firms are created by entrepreneurs, who are part 
of the pool of local potential workers. In fact, 
several studies have adopted this approach 
(e.g.: Lee et al, 2004; Armington and Acs, 2002; 
Keeble and Walker, 1994; Audretsch and Fritsch, 
1999; Jung and Peña, 2009).
In this case, we intended to take into ac-
count entries at the industry and regional level, 
and so considered entries in sector i in region 
j for each cohort, as in Audretsch and Fritsch 
(1999) or Fritsch and Falck (2007).
Given the purpose of our analysis and the 
characteristics of available data, we adopted 
two different normalization criteria so as to test 
the robustness of our results, one more flexible 
than the other.
In the first place, we normalized entries 
by the Economic Active Population in region 
j (eap j), assuming that either employed or 
unemployed workers may create a new firm 
in any sector, independent of their previous 
industry related experience, then considering 
perfect mobility across sectors. Arguably, this 
approach may be suitable given the fact that 
we are not able to differentiate in our database 
employee and non employee firms, and that 
mobility of self employment firms may be 
biased towards service industries. In this case, 
entry is defined as
entryeap ij(t) = enti j(t)/eapj(t) (2)
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where enti j(t) are the new firms created in 
sector i in region (departamento) j during t, 
and eapj(t) represent the economically active 
population in region (departamento) j during t.
The second normalization approach as-
sumes that those who create a new business 
do so in the same industry where they worked 
previously, similarly as in Audretsch and Fritsch 
(1999). In this case, there is no inter-industry 
mobility of workers starting up new firms, as-
suming that employment structure does not 
change in the short run, and entry rates are 
defined as
entryemp ij(t) = enti j(t)/empij(t) (3)
where enti j(t) are the new firms created in 
sector i in region (departamento) j during t, and 
empij(t) represent the people employed in sector 
i in region j during t.
Arguably, both normalization criteria reflect 
extreme situations (absolute inter-industry flex-
ibility or rigidity), and most probably reality lies 
some way in the middle.
3.2. Independent variables
We introduced in the analysis some sectorial 
and local factors as independent variables, so 
as to evaluate their incidence on the entry rate.
Regarding industry factors, we considered 
the potential profits an entrepreneur could 
expect from a venture, on the basis of the cur-
rent profit earned by the incumbents. Hence, 
we introduced margIn as a variable reflecting 
the average operational margin on the sector 
(proxy of sales net of salaries, raw materials, 
other inputs, and depreciation allowances, 
divided by sales). The estimation is similar to 
Audretsch et al (2000). Segarra and Callejón 
(2002), in a similar approach, consider price 
net of marginal cost. Anyhow, when relatively 
high, margIn signals sectors with higher profits 
to potential entrepreneurs. Then, regardless 
of the approach – either traditional industrial 
organization or dynamic – we expect to find 
a positive significant relation between margIn 
and entry rates. The higher the observed profits, 
the more attractive the sector would be.
Another sectorial factor related to the 
expected value considered by the entrepre-
neur is the average size in the industry (SIze), 
which is often used as a proxy for the sectorial 
meS (Sutaria and Hicks, 2004; Audretsch, 1995 
and Fritsch and Falck, 2007, estimate meS in 
an industry as the average size of those firms 
who accumulate a certain proportion of sales 
or plants). The industrial organization litera-
ture usually associates economies of scale in 
an industry (as it does with capital intensity), 
with hostile environments for new firms, so 
we expect the relation between entry rates 
and SIze to be negative and significant. To this 
regard, Frischt and Falck (2007) found out, in 
their analysis for West Germany, that there is a 
positive influence of small business presence 
on new business formation, and they also argue 
this could possibly have to do with a smaller meS 
required to operate in the market.
Moving from sectorial to regional factors, 
we considered the possible externalities as-
sociated to agglomeration. There is a growing 
flow of literature that study the incidence of 
agglomeration effects on entrepreneurship, 
either on new firm formation, on survival or 
on the ability of new ventures to grow. We 
introduced two variables to test the incidence 
of externalities on the entry rate. SpeCIalIz in-
troduces the effect of sectorial specialization 
of the regions (departamentos). We estimated 
this variable as
 Lij / Lj
SpeCIalIz = (4)
 Li / L
where Lij is employment in sector i in region 
j, Lj is employment in region j, Li is total employ-
ment in sector i at a national level, and L total 
national employment. Costa Campi et al (2004) 
and Honjo (2004), among others, have used a 
similar definition of this variable. If SpeCIalIz is 
bigger than 1, we can argue that the region j is 
relatively specialized in sector i.
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Simultaneously, we introduced fIrmpob as 
a variable that reflects the density of the firm 
fabric in the local economy (number of incum-
bent firms per cápita). As SpeCIalIz measures 
the agglomeration of similar activities in a 
region, fIrmpob introduces the agglomeration 
effects of firms in the region, independently of 
the sectorial structure. We intend to capture 
externalities based on ‘specialization’ in the first 
case, and externalities due to ‘urbanization’ or 
agglomeration of diverse activities in the sec-
ond. Some studies (Acs et al, 2007; Fotopoulos 
and Spence, 1999; Tödtling and Wanzenböck, 
2003), let us expect that agglomeration of dif-
ferent activities in a region is more important 
in the creation process, while the concentration 
of similar activities in a region is critical for firms 
already established, who struggle for efficiency 
gains and lower costs. We expect both variables 
to have a positive incidence on the entry rate 
in a region.
In order to include the effects that a region’s 
human capital could have on the entrepreneur-
ship levels, we introduced humanCap as the 
proportion of adult population in the region 
with at least one year of tertiary education, and 
we intend to test its association with new firm 
formation, expecting a positive relation.
Similarly, to account for the effects of a 
region’s income, we introduced two variables. 
From a demand perspective, InCgrowth reflects 
the growth of average income of the house-
holds in the year before entry. Some studies 
have introduced similar variables, expecting 
a positive influence on entry since a growth in 
income could mean more demand (Sutaria and 
Hicks, 2004; Reynolds et al, 1994). From a labor 
market approach, we introduced unemploy 
assuming that entry depends upon a decision 
made by a potential entrepreneur who com-
pares the expected value of his venture with 
an alternative wage income (Audretsch, 1995). 
Then, a growth in the average income in the 
region could be positively associated with entry, 
because of higher demand, and low unemploy-
ment rates could be negatively associated with 
entry, because of higher opportunity costs.
Given the regression model selected for the 
analysis and the specification of the different 
independent variables, and after verification 
of the absence of serious multicolinearity prob-
lems (see Table 1), we adjusted the following 
function:
entry = c + f1margIn + f2SIze + g1SpeCIalIz 
+ g2fIrmpob + j1humanCap + j2unemploy 
+ j3InCgrowth + e (5)
4. Results
Not surprisingly, margIn shows a positive and 
significant influence on the rate of entry in 
service industries, meaning that sectors with 
higher margins are more attractive for new en-
trants. These results are consistent through both 
cohorts considered and independent of the 
entry rate definition. For manufacturing indus-
tries, there is also a positive, but not significant, 
association (except for entryemp in 2005). In this 
sense, entrepreneurs would enter the industry 
when the expected value of their venture is 
high, in comparison to the possible wages they 
could earn inside an incumbent organization. 
Arguably, the effect of margIn on the decision 
of an agent whether to enter the market or not, 
is related to the type of entrepreneur. An entre-
preneur moved by an identified opportunity, 
would consider the average sectorial profits in 
the decision making process, but could expect 
to obtain better results if he is to introduce an 
innovation to the market. On the other hand, 
an entrepreneur moved by necessity, who rep-
licates the business model of the incumbents, 
would expect to obtain profits according to 
the industry average. Thus, the significant and 
positive effect of the margIn variable on entry 
rates would hold especially true in a situation 
of entrepreneurship moved by necessity (as op-
posed as moved by opportunity), which is also 
consistent with the inclusion in the database of 
non employee firms, usually services commonly 
associated with self employment. In fact, results 
are highly consistent and significant in services. 
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Table 2. Correlations matrix (Pearson coefficients)
What we found supports the Hypothesis 1(a), 
especially in the case of service industries.
Several studies have found that scale 
(and also capital intensity) is no deterrent for 
entry (e.g.: Audretsch, 1995). In fact, entry of 
small firms in industries with high meS is not 
uncommon. Nevertheless, as we could expect 
based on industrial organization theory and 
previous empirical evidence (e.g.: Sutaria 
and Hicks, 2004; Audretsch, 1995; Fritsch and 
Falck, 2007, Armington and Acs, 2002; Jung 
and Peña, 2009), new ventures face a difficult 
environment when entering sectors with high 
meS (which usually are also capital intensive 
 Cohort of 2005 - Manufacturing
1a 1b 2 3 4 5 6 7
1a ENTRYEAP
1b ENTRYEMP
2 MARGIN 0.165 * 0.186 *
3 SIZE -0.486 * -0.431 * -0.118
4 SPECIALIZ 0.115 -0.040 -0.127 -0.204 *
5 FIRMPOB 0.062 0.019 0.024 0.024 0.068
6 HUMANCAP -0.109 -0.007 -0.007 -0.017 0.018 0.511 *
7 UNEMPLOY 0.046 -0.153 0.011 0.015 0.025 0.295 * 0.306 *
8 INCGROWTH 0.004 0.038 -0.004 -0.003 -0.146 * -0.334 * -0.006 -0.403 *
* Correlation is significant at the 0.05 level.
Cohort of 2005 - Services
1a 1b 2 3 4 5 6 7
1a ENTRYEAP
1b ENTRYEMP
2 MARGIN 0.909 * 0.108
3 SIZE -0.643 * -0.224 -0.628 *
4 SPECIALIZ 0.374 * -0.046 0.222 0.113
5 FIRMPOB 0.201 0.272 * 0.035 0.000 0.159
6 HUMANCAP 0.071 0.008 0.050 -0.010 0.257 * 0.449 *
7 UNEMPLOY 0.145 0.247 * 0.052 -0.034 -0.019 0.307 * 0.279 *
8 INCGROWTH -0.083 -0.246 * -0.029 0.016 0.198 -0.313 * 0.024 -0.376 *
* Correlation is significant at the 0.05 level.
.
Cohort of 2004 - Manufacturing
1a 1b 2 3 4 5 6 7
1a ENTRYEAP
1b ENTRYEMP
2 MARGIN 0.162 * 0.164
3 SIZE -0.387 * -0.339 * -0.348 *
4 SPECIALIZ 0.273 * -0.232 * -0.096 -0.255 *
5 FIRMPOB 0.212 * 0.060 0.001 0.019 0.112
6 HUMANCAP 0.084 -0.060 -0.005 -0.019 0.142 * 0.522 *
7 UNEMPLOY 0.055 -0.014 0.001 0.013 0.124 0.404 * 0.484 *
8 INCGROWTH 0.021 0.020 0.000 0.002 0.068 0.180 * 0.294 * 0.534 *
* Correlation is significant at the 0.05 level.
Cohort of 2004 - Services
1a 1b 2 3 4 5 6 7
1a ENTRYEAP
1b ENTRYEMP
2 MARGIN 0.863 * 0.256 *
3 SIZE -0.506 * -0.291 * -0.483 *
4 SPECIALIZ 0.259 * -0.114 0.021 0.220
5 FIRMPOB 0.244 * 0.219 * 0.006 0.016 0.313 *
6 HUMANCAP 0.023 -0.052 0.014 0.011 0.173 0.468 *
7 UNEMPLOY 0.077 0.059 0.034 -0.014 0.170 0.415 * 0.479 *
8 INCGROWTH 0.021 0.050 0.012 -0.006 0.028 0.174 0.294 * 0.520 *
* Correlation is significant at the 0.05 level.
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sectors).The variable associated to the average 
size in the industry (proxy used for meS) shows a 
negative and significant influence on new firm 
formation, for both manufacturing and service 
industries, when entry is defined as entryeap, 
that is, when perfect inter-industry mobility is 
assumed for entrepreneurs. Again, in this case, 
association is stronger for services. When new 
firm formation rates are defined as entryemp, 
that is, when entries are normalized by the 
existing occupational structure, results show 
also strong negative and significant association 
of SIze with entry for manufacturing industries, 
but not for services. This result may reflect the 
relative intensity of new self employment firms 
created in service industries where the size of 
the incumbents may not be so influencial. All in 
all, these results let us validate Hypothesis 1(b).
Going one step further into the interpreta-
tion of these results, we could relate SIze (as 
a proxy of meS) to the intensity of Smes in the 
industry. Following Fritsch and Falck (2007), we 
could argue that Sme’s intensity is negatively 
correlated to industry meS. Industries with lower 
meS, should show higher intensity of Smes (lower 
concentration), signaling a relative easiness for 
small firms to enter (lower entry barriers) and 
survive. These results are consistent with what 
we would expect from industrial organization 
theory, and empirical evidence (Segarra and 
Callejón, 2002).
We tested the influence of two kinds of 
externalities on the rate of entry. SpeCIalIz is a 
variable that expresses the sectorial specializa-
tion of a region (associated with localization 
economies) and fIrmpob a variable that reflects 
the density of the entrepreneurial fabric in the 
region (associated to urbanization economies). 
We expected a positive relation with entry, 
probably stronger for fIrmpob (variable associ-
ated to diversity of economic activities) than 
SpeCIalIz (associated to specialization) since 
we are focusing on the initial phase of the 
entrepreneurship process, specifically on firm 
entry (Acs et al, 2007; Fotopoulos and Spence, 
1999; Tödtling and Wanzenböck, 2003). What 
we found is a consistent and significant positive 
association of fIrmpob with entry, in both 
cohorts and for services and manufacturing 
industries with the ‘flexible’ definition of entry 
(entryeap), and for the cohort of 2004 when 
the ‘structured’ definition of entry is considered 
(entryemp).
The relation between SpeCIalIz and entry 
is not so clear. It seems to be positive but not 
significant (except for manufacturing in the 
cohort of 2004) for the ‘flexible’ definition of en-
try. When the ‘structured’ definition is adopted 
(entryemp), there is a consistent and significant 
negative association of SpeCIalIz with entry, that 
is stronger for services. This negative association 
could be related to the fact that, in this case, 
entry is normalized by sectorial employment 
in the region, which reflects specialization. This 
way, the higher the sectorial specialization in a 
region there would be relatively more people 
working on that sector in that region. Thus, 
the association with the entry rate defined as 
entryemp would tend to be lower by definition.
What is needed to create a new firm may 
be different of what the young firm needs to 
survive. New firm formation draws heavily on 
the existent entrepreneurial fabric, because the 
main needs refer to different inputs, support 
services, being these basically diverse. Once 
the young firm enters the market, its needs 
turn to lower costs and more efficiency, and 
the externalities required in this case refer to 
the same industry. The strong positive associa-
tion of fIrmpob with entry (in both ‘structured’ 
and ‘flexible’ definition), probably shows that a 
dense entrepreneurial fabric demands services 
that are provided by new ventures, frequently 
non employee firms. These results validate Hy-
pothesis 2(a) in what deals with agglomeration 
economies based on diversity.
We found a negative and significant rela-
tion between humanCap and the rate of entry 
in services. This result, that is different to the 
positive association of human capital to entry 
found by several studies (Acs et al, 2007; Lee 
et al, 2004; Armington and Acs, 2002), may re-
flect the characteristics of the database (which 
includes non employee firms associated to self 
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employment) and some contextual factors (Uru-
guay was emerging from a deep recession, and 
possibly better educated people faced a more 
favorable labor market). In this context, the 
negative relation between humanCap and entry 
(in both definitions, for services), is consistent 
with a situation of entrepreneurship moved by 
necessity (as opposed as moved by opportunity). 
This result rejects Hypothesis 2(b).
The relation between income growth (inc-
growth) in the year previous to entry, as proxy 
of the evolution of local demand, and the entry 
rate is positive (except in the cohort of 2005 for 
manufacturing industries) but not significant. 
So, we cannot validate nor reject Hypothesis 
2(c) to this respect.
Unemployment rate in the region (un-
employ), proxy for labor market dynamics, 
shows a positive association with entry in the 
cohort of 2005 (in both ‘flexible’ and ‘structured’ 
definitions) for services. In an environment in 
which the economy, and particularly service 
industries, recovers from a deep recession, de-
mand for workers from incumbent firms grow. 
More labor demand induces higher wages 
and increases the ‘opportunity cost’ faced 
by entrepreneurs. This holds especially true 
when entrepreneurs are moved by necessity 
rather than by opportunity, since the expected 
value of an idea developed by an opportunity 
entrepreneur is relatively less dependent upon 
contextual conditions. The conclusions of some 
studies based on surveys conducted among the 
Uruguayan population, support our results in 
the sense that a relatively high proportion of 
entrepreneurial activity seems to be motivated 
mainly by necessity (ieem, 2006; Kantis 2005). It 
seems quite natural, then, that in an economy 
facing high unemployment rates generated by 
a strong economic crisis, a considerable bulk 
of new jobs is created when recovery begins 
(particularly in services), offering employment 
opportunities and having a negative influence 
on new firm formation. Based on our results, we 
validate Hypothesis 2(c) to this respect.
5. Summary and conclusions
We have studied the influence of industry 
and regional factors on new firm formation in 
Uruguay, in a particular context of economic 
growth following a deep crisis (2001-2002). Our 
study is based on an empirical test of well estab-
lished concepts in industrial organization and 
regional economics literature. We have focused 
the analysis on new ventures in manufacturing 
and services, including non employee firms, 
formally established during 2004 and 2005.
Before drawing any conclusions, it is impor-
tant to mention that our findings should be 
considered with some caution. There are several 
limitations to our analysis and the conclusions 
that could be derived from it, mainly: a) the 
database did not allow us to separate non em-
ployee firms from new ventures that, even small, 
begin with some employees (Callejón, 2003b, 
has stressed the bias introduced by the self em-
ployment motivations of this entrepreneurs); 
b) the firms included in the database are those 
registered in the social security system, so we 
did not consider informal ventures which, in de-
veloping economies, usually capture a relevant 
share of the economic activity, especially in ser-
vices; c) we considered only two cohorts (2004 
and 2005) in a context of economic growth, so 
our findings could be biased by macroeconomic 
conditions; and d) it is necessary to bear in mind 
that we considered only contextual factors, and 
not those associated with the entrepreneur.
In spite of these limitations, we consider 
that our findings offer some interesting insights 
related to the process of entry of new firms in 
the Uruguayan economy. In the first place, and 
aligned with what several surveys read, our find-
ings are consistent with a motivation based on 
necessity for entrepreneurship in Uruguay, at 
least in service industries and in the context of 
the recovery after the deep recession of 2001-
2002. We found that, specially in the case of 
service industries, higher stock of human capital 
and higher employment demand (that is higher 
opportunity cost for an entrepreneur) in a re-
gion, seem to influence negatively the decision 
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of creating a new venture. This is consistent 
with necessity-driven entrepreneurship. In 
industries where profits are relatively high this 
effect could be mitigated by the expectation 
of greater profits. By the same token, in sectors 
with lower meS, more open to competition, with 
lower barriers, or not so capital intensive, where 
it is easier for new firms to venture, this effect 
could be also mitigated. Once again, this is con-
sistent with necessity-driven entrepreneurship. 
These results may be biased by the presence of 
self employment firms in the database. Entry of 
employee or innovative firms and, as it seems, of 
new business in manufacturing industries, may 
instead be favored by a higher stock of human 
capital or growth in the region.
Other interesting insight derived from our 
analysis is that we found that the density of the 
entrepreneurial fabric in a region has a signifi-
cant effect on entry. Arguably, this could reflect 
greater need of networking, in contexts of weak 
infrastructure of business services which are 
characteristic of many developing economies, 
including Uruguay. It could be different in 
developed economies, where that business 
infrastructure is far more dense and efficient. 
This highlights the importance of localized, 
dynamic business agglomerations to generate 
favorable conditions to entry. In this regard, the 
influence of urbanization economies seems to 
be quite strong on the first stage of entrepre-
neurship, entry. This means that, in this phase, 
a key positive factor influencing entry is the 
density and quality of its entrepreneurial base. 
Again, this conclusion is particularly strong for 
entries in services, although it holds also for 
manufacturing industries.
These findings have relevant implications for 
policy makers and for further research. In the first 
place, policies that support firm entry should 
address the necessity of lowering opportunity 
costs of entrepreneurs in the process of decid-
ing their new venture. This implies mitigation of 
risks, access to financing and business services, 
in order to improve the probability of a success-
ful entry in relatively hostile environments (e.g. 
industries with high meS), and to reach a better 
relation between ‘expected value of the venture’ 
and ‘alternative wage income’. As it seems, poli-
cies should consider the specificities of services 
and manufacturing industries, innovative and 
non employee firms, which may react differently 
to regional conditions.
Similarly, our findings suggest the impor-
tance of strengthening the local entrepreneurial 
fabric for the success of policies to promote 
entry. From this approach it seems worthy 
working on local clusters and networks to foster 
new entrepreneurial activity. It is even possible 
to combine these two insights (Uruguayan’s 
kind of entrepreneurship and need of a strong 
firm fabric) for policy making. The need of a 
dense firm fabric to foster firm creation would 
not mean the need for all the firms to be inno-
vative and developed by opportunity driven 
entrepreneurship. A strong firm fabric would 
mean a high density of ventures in one location, 
regardless of initial motivation. Necessity entre-
preneurship, hence, has the potential to create 
this kind of positive externality. Then it can be 
channeled to emerge clustered in one location 
in order to promote external economies.
We would like to suggest some ideas for 
further research. First, it would be interesting 
to run the analysis extracting from the data-
base the non-employee firms. These firms are 
frequently associated with individuals acting 
based on a self employment rational, and thus 
do not represent the typical non employee 
firm market behavior. Also, the analysis of entry 
patterns of non-formal ventures (firms actively 
operating in the market but not registered on 
the social security system) would allow broader 
insights on a diverse and complex reality. Finally, 
it would be interesting to extend the analysis to 
other cohorts, so as to analyze the Uruguayan 
market behavior in a more stable environment.
Finally, we would like this paper to be a 
contribution to what we expect to be a growing 
stream of research on entrepreneurship in Latin 
America and, particularly, in Uruguay. Most of 
contributions in this area are about European 
and US economies, and little is known about 
firm creation determinants in Latin America. The 
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growing consensus about the role of entrepre-
neurship as an engine for growth or, as some 
scholars put it, the fact that entrepreneurship 
is a link between knowledge and growth, will 
surely stimulate further research.
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